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For ewar d

The Federal Oedit Union Handbook is intended to assist the board of directors
in conducting the credit union's affairs. Since the Federal C(edit Union
Handbook covers a w de range of subjects, its contents should also prove
useful to credit union enployees and committee nenbers in carrying out their
duties and responsibilities.

The Handbook is intended as a general reference. Accordingly, the reader is
encouraged to review and becone famliar with other National Cedit Union
Adm ni stration publications and the aws and regul ations that apply to federa
credit unions.
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Pr ef ace

In the early twentieth century, credit needs of the urban working classes in
the UWnited States were largely neglected by established financial
institutions. For the nost part, the average worker had nowhere to turn
except to the usurious noney |enders of the day. This growi ng dependency
conplicated the economc life of the average consuner and gave rise to the
devel opnent and formati on of a cooperative credit systemin the United States,
an idea originating in Europe and inported to North America in 1900. [In 1908,
the first legally chartered cooperative credit society was established in
Manchester, New Hanpshire by a special act of the state’s legislature. The
following year, the first conplete credit union act, the Massachusetts COedit
Union Act, becane |law in Mssachusetts. By 1933, enactnent of state |aws
permtting formati on of credit unions had been |argely acconplished. |n 1934,
the Federal Oredit Union Act was signed into law, giving further inpetus to
t he novenent.

The post Wrld War Il era gave rise to an enornous appetite for consuner goods
and an attendant need for consumer credit. Cedit unions net this need to an
increasing extent and expanded rapidly. The credit union system becane a
recogni zed social and economic force in the United States. By the end of
1995, over 67 mllion people were menbers of credit unions.

Cedit unions differ from other financial institutions in that they are
cooperative associations organized to serve nmenbers with a common bond of
enpl oynent, association, or residence. Another characteristic that sets them
apart is voluntarism The founders of the novenent believed that the
organi zation and operation of credit unions should be acconplished chiefly by
vol unt eers.

Credit unions are organized under a dual-chartering system of federal and
state laws. Both types are characteristically simlar in purpose: to pronote
thrift anong their menbers and to create for them a source of credit at
reasonabl e i nterest rates.
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Part |
Federal Credit Uni ons

A federal credit union is a cooperative non-profit financial institution
organi zed to provide its nmenbers with a place to save and a source of |oans at
reasonabl e rates. It is a corporation chartered under the Federal Cedit
Union Act to serve groups having a common bond of occupation or association,
or groups within a well defined neighborhood, commnity, or rural district.
More information about federal credit union organization and the chartering
policies of the National Oedit Union Admnistration (NCUA) nay be obtained
from NCUA s regional offices.

The Federal Credit Uni on Act

The Federal Cedit Union Act provides for the chartering and supervision of
federal credit unions by NCUA and the insuring of menber accounts of federal
and state-chartered credit unions through the National Owedit Uiion Share
I nsurance Fund (NCUSIF).

Section 107 of the Federal Cedit Union Act specifically defines a federal
credit union's direct (express) powers. They include, for exanple, the power
to accept share deposits, make |loans to nmenbers, and borrow funds. Section
107 of the Act also confers indirect (incidental) powers upon a federal credit
union. These are powers which are considered necessary to enable a federal
credit union to carry out the business for which it was chartered. The Act
does not specifically define indirect powers; the board of directors should
therefore satisfy itself that any activity not specifically authorized by the
Act or NCUA Rules and Regulations is clearly within the credit union's
indirect powers. |If the board of directors has any questions with respect to
the proposed activity, it should seek |egal advice or consult the appropriate
NCUA regi onal director.

Since 1934, various anmendnents to the Federal C(redit Union Act have greatly
expanded the ability of federal credit unions to neet their nenbers' financial
needs; however, the basic purposes of a federal credit union, as stated in the
Act, remai n unchanged.

Nati onal Credit Union Adm nistration

The National Cedit Union Administration is in the Executive Branch of the
Federal Government. It receives no appropriations and operates solely from
monies it receives from insured credit unions. NCUA is headquartered in
Alexandria, Virginia, but it operates on a highly decentralized basis through
six regional offices which are located in A bany, New York; A exandria,

Virginia; Atlanta, Georgia; Chicago, Illinois; Austin, Texas; and Concord,
Cal i forni a. More than 80 percent of the Agency's enpl oyees are assigned to
the regions. Each regional office is nanaged by a regional director who

reports to the Executive Director. The NCUA Board consists of a Chairman, a
Vice Chairman, and a third Board Menber, each appointed by the President and
confirmed by the Senate. The NCUA Board and its headquarters staff provide
policy direction and adm ni strative support to the regional offices.
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NCUA Rul es and Regul ati ons

Under authority of the Federal Cedit Union Act, NCUA prescribes rules and
regul ations for the organi zation and operation of federal credit unions. Al
rules and regulations are published in the National Cedit Uni on
Adm ni stration Rul es and Regul ati ons.

It is NCUAN's policy to ensure that its regul ations inpose only m nimal burdens
on credit unions, consurmers, and the public; are appropriate for the size of
the financial institutions regulated by the Agency; and are clear and
under standabl e. No nmjor regulatory changes are made without first affording
federally insured credit unions and other interested persons the opportunity
to coment. Cedit union officials are encouraged to participate in the
regul atory process and submt their comrents to NCUA. For further information
about the Agency's policies for the pronulgation of rules, see NCUA
Interpretive Ruling and Policy Statement No. 87-2, dated Septenber 18, 1987.
Onhce finalized, the rules and regulations are officially codified in Chapter
VI, Title 12 of the Code of Federal Regulations and have the force of |aw
simlar to the requirenments of the Federal Credit Union Act.

Charter

After an organization certificate filed by the subscribers of a proposed
federal credit union is approved by NCUA, the document becones the credit
union's official charter. Anong other things, the charter includes the
official name of the credit union and defines its field of menbership.

A federal credit union may find it necessary fromtinme to time to nake changes
in its name or field of nenmbership, requiring an anendnment to the charter.
Applications for approval of such anendnents should be nade to the regional
director. Further information on charter amendnent procedures may be obtai ned
from NCUA s regional offices.

Byl aws

NCUA prescri bes standard Federal CGredit Union Byl aws (NCUA 8001) for adoption
upon chartering. Once adopted by the board of directors, the standard byl ans
becorme the official bylaws of the credit union.

Standard byl aw anmendnents may be adopted by the board of directors without
further NCUA approval. Applications for approval of non-standard anmendnents
should be forwarded to the regional director for NCUA consideration. For
further information, see Federal Credit Union Standard Bylaw Amendments
Gui del i nes (NCUA 8001A).

NCUA Letters, Regulatory Alerts, Interpretive Rulings, and Accounting

Bul | etins

NCUA publishes nunbered Letters to Oedit Unions, Regulatory Aerts,
Interpretive Rulings and Policy Statenents, and Accounting Bulletins. These
deal with a variety of subjects of interest and application to federally
insured credit unions. They should be retained in the permanent files for
ready reference.

Exam nati ons

The principal method by which NCUA carries out its supervisory responsibility
is through on-site supervisory examnati ons. These exam nati ons are designed
to assist the credit union's officials and enployees in carrying out their
duties and responsibilities.

It is essential that the credit union's officials and enpl oyees cooperate
fully throughout the exam nation. This includes nmaking the credit union's

and
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books and records readily available to the examner. Wth the cooperation of
the officials and enployees, the examner wll be able to conplete the
exam nation nore quickly and keep to a m ni mum any disruption of normal office
routine.

It is inportant to understand that supervisory exam nations are not audits.
The responsibility for auditing the credit union is placed on the supervisory
committee by the Federal Oredit Union Act. The examner's objectives are to
determine that the credit union is financially sound and that its operations
are being conducted in conpliance with applicable | ans and regul ati ons.

The examiner will discuss with the appropriate officials and enpl oyees any
problens or conditions that inpair or may inpair the soundness of the credit
uni on. The examner wll also assist the officials in devel oping plans
designed to overcome the wunderlying causes of any current or potential
probl ens. Through conferences with the officials, the examner wll ensure
that they understand what nust be done to inprove operations.

The results of the exam nation are provided to the credit union in a witten
report. To derive the greatest benefit from the exam nation, the board of
directors and committee nmenbers should review the report carefully. The board
is responsible for taking any necessary action, and the supervisory commttee
has the duty to determine that the board has fol |l owed through.
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Part 11
Organi zational Structure and Contr ol

Menber shi p

Eligibility for menbership in a federal credit unionis limted to the persons
and organi zations sharing the common bond described in the credit union's
field of nenbership as set forth in Section 5 of its charter. A person
beconmes a menber upon approval of an application for nenbership, subscription
to at least one share and paynment of the initial installment thereon, and
payment of an entrance fee if required by the board of directors.

The menbers exercise denocratic control of the credit union by attending and
participating in regular and special nenbership neetings, and by electing the
board of directors (and credit comittee, if the bylaws so provide). Each
menber is entitled to not more than one vote irrespective of the nunber of
shares owned; and no nenber nay vote by proxy, but a nenber other than a
natural person may vote through a designated agent.

Regul ar and special neetings of the nenbers are held in accordance wth
Sections 110, 115, and 118 of the Federal Credit Union Act and Articles V, M,
and X of the byl ans.

A nmenber may be expell ed from nmenbershi p by action of the nenbers or the board
of directors as provided for in Section 118 of the Act and Article XVI of the
byl aws.

Board of Directors

The board of directors is elected by the menbers from anong their nunber to
provi de general direction and control of the credit union, and is required to
nmeet at |least once a month. The Act and byl aws require that the board shal
consi st of an odd nunber of credit union nenbers, not fewer than 5 nor nore
than 15. No nenber of the board may, as such, be conpensat ed.

The board elects the credit union's officers, one of whom may be conpensat ed,
from its own nunber. These officers, whose titles are determned by the
board, are the executive officer, one or nore assistant executive officers, a
financial officer, and a recording officer. The board may enploy one or nore
assistant financial officers, none of whom may also hold office as executive
officer or assistant executive officer; and one or mnobre assistant recording
officers, none of whom may serve as executive officer, assistant executive
officer, or financial officer. The board may also appoint a nenbership
officer, who may not be conpensated, to act on applications for menbership.

The board of directors appoints the credit union's supervisory commttee and,
if the bylaws provide, a credit conmttee or |oan officers. The board may
al so appoint an executive commttee of not less than three directors to act
for the board and carry out specifically designated functions. No menber of
the supervisory, credit, or executive commttees may be conpensated as such

The board nmay appoint a nanagenent official and one or nore assistant
managenent officials, none of whom may be nenbers of the board. These
enpl oyees serve under the supervision of the board or financial officer and
may be conpensated. The directors may enploy and fix the conpensati on of any
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other enployees they deem necessary to carry out the credit wunion's
oper ati ons.

The board nmay al so establish commttees from anong the nenbers to assist in
the managenent of the credit union. Exanples are a budget commttee,
personnel policies committee, education commttee, and delinquent |[|oan
commttee.

For a full discussion of the board' s responsibility for providing sound and
effective mnmanagement of the credit union's operations, refer to Part V,
Managenent, of this Handbook.

The duties and powers of the directors, board officers, and enpl oyees are set
out in Sections 111, 112, and 113 of the Federal Credit Union Act and Articles
VIl and VIII of the bylaws. These should be reviewed carefully.

Credit Commttee

The Federal COredit Union Act provides that if a federal credit union's byl aws
call for a credit coonmttee, the menbers of the credit union may elect the
committee or, if the bylaws so indicate, the board of directors may appoint
the commttee. In accordance with the byl aws, the commttee nmust be conprised
of an odd nunber of credit union nenbers, not |less than 3 nor nore than 7. The
committee is required to neet at |east once a nonth.

The credit commttee has the authority to appoint one or nore |oan officers,
not nore than one of whom nay serve on the commttee. The committee may
selectively delegate its powers to a loan officer and set the limts of the
del egation. Applications or requests not approved by a loan officer must be
acted upon by the credit committee.

If the bylaws do not call for a credit committee, the board of directors wll
appoi nt one or nore loan officers and authorize themto assune the powers of a
credit commttee. A menber nay appeal to the board any application or request
denied by a loan officer. Loan officers may be conpensated to the extent
authorized by the board. The duties and powers of the credit committee and
loan officers are discussed in Section 114 of the Act and Article I X of the
byl aws. The attention of the coonmttee and |oan officers is also directed to
the discussion under Oredit Services in Part 111 of this Handbook.

Supervi sory Conm ttee

The Federal Oredit Union Act and bylaws provide that the board of directors
shal | appoint a supervisory committee consisting of not less than 3 nor nore
than 5 credit union nenbers. Ohe of the nmenbers of the conmttee may be a
director other than the conpensated officer of the board, but no credit
commi ttee menber or credit union enpl oyee may be a nenber of the commttee.

The supervisory conmttee is an essential part of the credit wunion's
managenent. Under the Act and bylaws, its major responsibilities are to make
an audit at least annually and to verify the accounts of the menbers with the
records of the financial officer at |east once every 2 years. The commttee
is also responsible for reviewing the perfornmance of the officials and
enpl oyees and maki ng recomendations to the board of directors for inprovenent
in the operations of the credit union.

In order to carry out its responsibilities, the supervisory commttee may
enpl oy certified public accountants, public accountants, and other qualified
persons to performauditing, account verification, and clerical work under its
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super vi si on. The board of directors provides conpensation to persons
assisting the supervisory conmttee, but only the committee has the authority
to select, prescribe the duties of, and renove such individual s.

The nenbers of the supervisory commttee are urged to study the Supervi sory
Committee Quide for Federal Credit Unions (NCUA 8023) for assistance in
carrying out their inportant function.
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Federal Credit Union O ganization Chart

Credit Committee
Responsi bilities:
1. Meet at |east
nmont hly and mai ntain
m nut es.
2.  Appoint |oan
officer(s) as needed and
del egate authority.

3. Counsel nenbers in
w se use of credit.

4. Maintain,
confidential relations
W th nenbers.

5. Act on applications
for loans and |ines of
credit.

6. Act on requests for
rel ease of coll ateral

7. Act on requests for
ext ensi ons and
refinanci ng of |oans.
8. Act on requests
deni ed by | oan

of ficer(s).

9. Make annual report
to nenbers.

Menber s
Responsi bilities:
1. Eect board of
directors and credit
comm ttee.
2. Participate in
menber shi p neet i ngs.
3. Pronote
participation in and use
of credit union
servi ces.
4. Repay | oans as
agr eed.
5. Renove any official
for cause.
6. Expel menbers for
cause.

Board of Directors
Responsi bilities:
1. Maintain general
direction and control

2. Meet at |east
nmont hly and mai ntain
m nut es.

3. Establish operating
pol i cies and procedures.

4. Elect board officers
and fi x conpensation of
specified officer.

5. If bylaws provide,
appoint credit committee
or loan officer(s).

6. Appoi nt supervisory
commttee.

7. Appoi nt menber ship
of ficer, executive and
ot her commttees.

8. Hre, fix duties and
conpensati on of

enpl oyees and set

per sonnel policies.

9. Mintain
confidential rel ations
W th nenbers.

10. Act on nenbership
appl i cati ons.

11. Determ ne cl asses
of accounts and fix

Supervisory Committee
Responsi bilities:
1. Mdke or cause to be
made audits at | east
annual | y.
2. Submt audit reports
to the board of
directors and summari es
to menbers at annua
nmeet i ngs.
3. Verify with nenbers
their account bal ances
at | east once every 2
years.
4. Maintain
confidential relations
W t h nenbers.
5. Suspend directors,
officers, or credit
commttee nenbers for
cause.
6. Call specia
nmenber shi p neetings for
cause.
7. Mintain commttee’s
recor ds.

8. Request board
approval for
conpensation of clerica
and auditing assi stance.
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maxi mum i ndi vi dual share
[imt, when appropriate.
12. Fix loan policies
and procedures and fix

| at e charges.

14. Designate
depository for funds.

15. Authorize

i nvest nents and

bor r owi ng.

16. Decl are divi dends
and interest refunds.

17. Determne surety
bond needs at | east
annual | y.

18. Authorize necessary
i nsur ance.

19. Provide necessary
service facilities.

20. Act on loans to
directors, credit and
supervi sory commttee
nmenbers in excess of

$10, 000.

21. Appoint a security
of fi cer and supervise
security program

22. Establish a records
preservation program

23. Request approval of
charter and non-standard
byl aw anendnent s.

24. Plan and hold
annual neeting, report
to nenbers, and maintain
m nut es.

Not e: The board of directors may adopt a byl aw amendnment elimnating the
credit commttee and vesting the commttee' s authority in one or nore | oan
of ficers appointed by the board.
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PART 111
Menber Services

Thrift Services

The pronmotion of thrift is one of a federal credit union's basic purposes and
has as its objective the inprovenent of the econom c and social conditions of
t he menbers.

In encouraging the nenbers to save, a credit union may offer a variety of
share accounts. Cenerally, share types fall into the broad categories of
regul ar shares, share draft, share certificate, noney nmarket, and retirenent
pl an accounts. Qher |ess commonly used accounts include escrow, nonmenber,
and public unit accounts. A federal credit union nmust offer its nenbers a
regul ar share account, either as a separate account or in conbination wth any
of the other avail abl e accounts.

Share accounts and share certificate accounts are the credit union's primary
source of funds. A full discussion of the types of share accounts and
applicable requirements will be found in the Accounting Manual for Federa
Credit Unions (NCUA 8022) and in Section 701.35 of NCUA Rul es and Regul ati ons.

Credit Services

Loans to menbers represent a federal credit union's major investnent. The
board of directors has the responsibility for setting witten loan policies
and is afforded considerable flexibility by Section 107(5) of the Federa
Cedit Union Act and Section 701.21 of NCUA Rules and Regulations on matters
such as loan naturity, rate of interest, and security.

The provisions of the Act and NCUA regul ations as well as of consuner |aws and
regul ations (see Part VII for a discussion of consunmer |aws and regul ations)
should be understood and followed by the board and credit commttee/loan
officers in their respective policymaking and credit approval roles.

The granting of loans by the credit committee and | oan officers involves the
three "Cs" of credit. The three "C s" are Character, Capacity to repay, and
Collateral available to the credit union should the borrower fail to repay as
agr eed.

A determnation of character involves the devel opment of information relating
to the applicant's credit history. This nmay be obtained from other financial
institutions and grantors of credit and fromcredit bureaus. The applicant's
record of repayment of previous loans fromthe credit union is also rel evant.

In determning an applicant's capacity to repay, the credit committee or |oan
officer should carefully examne incone, debts, debt paynments, and |iving
expenses. After debt payments and |iving expenses are taken into account, the
applicant's income should be adequate to retire the loan in accordance with
the agreed upon terns.

Collateral is pledged security to which the credit union can turn for
collection if the borrower defaults. The repaynment schedul e shoul d provide
that the | oan bal ance is reduced nore quickly than the coll ateral depreciates.
The collateral should be readily convertible to cash. If the security is a
comaker, that individual should have the ability to repay in the case of
defaul t.
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A federal credit union may grant unsecured and secured | oans. Unsecured | oans
are consuner-type loans, usually relatively small, traditionally offered for
various purposes incidental to the menbers' needs. Secured | oans extend
credit with a security interest in personal or real property of tangible
value. The security may al so be an endorsenent by another person who agrees
to repay if the borrower fails to do so. Coneker |oans, share-secured |oans,
and autonobile loans are common types of secured | oans. O particul ar
significance are the foll owi ng other kinds of secured | oans:

Hone Equity Loans. A home equity loan is designed to permt a borrower to
make use of equity in the nmenber's residence to increase borrow ng capacity.
It is usually secured by either a first or second nortgage on the residence.
The maturity of a second nortgage loan is limted to 15 years or such | onger
period as may be pernitted by the NCUA Board.

Residential Real Estate Loans. A federal credit union may grant a
residential real estate loan on a one-to-four-famly dwelling, including an
i ndi vi dual cooperative unit, that is or will be the principal residence of the
bor r ower . Maturity is limted to 40 years or such longer period as may be
permtted by NCUA on a case-by-case basis. The loan nust be secured by a
perfected first lien on the dwelling or a perfected first security interest in
a residential cooperative unit in favor of the credit union.

A sound lending policy dictates that witten appraisals by independent,
qualified appraisers be obtained on all loans secured by real property.
Appraisal requirements are set forth in Part 722 of the NCUA Rules and
Regul ati ons.

Menber Business Loans. A nmenber business loan is defined in Section 701.21
of NCUA Rules and Regul ations as a loan which will be used for a comrercial,
corporate, business, or agricultural purpose. The regulation lists certain
busi ness | oans which are excepted fromthe definition; anong these is a |oan,
whi ch, when added to other |loans to a borrower or associated nenber (one with
a comon pecuniary interest in a business or comrercial endeavor) totals |ess
than $50,000. A credit union w shing to grant business |oans nust adopt and
i mpl erent the witten loan policies required by the regul ati on and address the
consi derations discussed therein. Because of the risks and conplexities
i nvol ved, managenent should control the program carefully and the board of
directors should determne that the credit union's staff has the necessary
credentials and qualifications.

Lines of Credit and Open-End Loans. A line of credit is a fixed anmount of
credit agreed to by the borrower and the credit wunion. The anmount may be
drawn upon fromtime to tinme and may be replenished by repaynent of anounts
previously drawn. The line of credit may be secured or unsecured. Sorre
credit unions fashion lines of credit in conbination with home equity | oans.
Access to the line of credit may be permtted by different methods, such as
checks or cash disbursenents, autonatic teller nachines, l|oan drafts, and
plastic credit cards. Because advances are preapproved and readily
accessible, line of credit borrowing is preferred by many consuners.

An open-end loan is simlar to a line of credit plan. The prinmary difference
is that advances are preapproved under the latter, while each open-end | oan
advance nust be approved by a loan officer or the credit comittee.

Guaranteed and |nsured Loans. Federal credit unions may becone qualified

| enders under regulations established by various federal and state agencies
which either insure or guarantee loans nmade to credit wunion nenbers for

10
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purposes provided for in the insuring or guaranteeing prograns. The nost

common types are residential real estate |oans insured by the Federal Housing
Adm nistration (FHA), those guaranteed by the Veterans Administration (VA),

and student |oans insured under the Federal Insured Student Loan Program A
conprehensive listing of all available federal prograns is published in the
Catal og of Federal Prograns which can be obtained from the U S Government
Printing Ofice. In order to participate in the various prograns, a federal

credit union should apply to the appropriate federal, state, or private
i nsuring agency.

Fi nanci al Counsel i ng

Oten the first contact people have with a credit union is for the purpose of

obtaining credit for assistance in solving their financial problens. In
today's conplicated and conpetitive |lending mnarket, people are frequently
tenpted by easily obtainable credit. Wile credit used w sely enhances the

quality of life and is a major contributing factor to today's high standard of
living, used unwisely, it leads to inpulse buying and overextension.

Federal credit unions provide financial counseling services to assist nenbers
in managing their financial affairs effectively. The counseling program is
usual ly under the stewardship of the credit committee or a loan officer.
However, anyone having face-to-face contact wth nenbers, such as the
financial officer or manager, may al so be involved. Sone credit unions engage
prof essi onal consultants for this purpose.

O her Services

Federal credit unions provide other services to their menbers incidental to
the basic purposes of pronoting thrift and providing a source of credit. The
ability of a credit union to offer such services depends on its expertise and
its resources. |Included anong the services are the follow ng:

Check cashi ng.

Sal e of credit union checks, traveler's chec ks, and noney orders.
Collection of utility bills.

Direct deposit of federal recurring payments.

Aut omat ed tel |l er machi nes.

I nsurance and group purchasing activities.

Sal e and redenption of U S. Savings Bonds.

Saf e deposit box | easing.

For additional information about these services, see the Accounti ng Manual for
Federal Credit Unions. Refer also to Part 721 of NCUA Rules and Regul ati ons
with respect to requirenents concerning insurance and group purchasing
activities.

11
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PART |V
Qper ational Requirenents

Service Facilities

It is essential that a credit union establish an office readily accessible to

its nenbers. If space is not provided by the sponsor, the board of directors
shoul d obtain conveniently |ocated space at a cost within the credit union's
ability to pay. The board should also provide for the necessary office

furniture and equi prent.

Land and Buil di ng

A federal credit union has the power to acquire land and a buil ding necessary
and incidental to its operations. Before making a major investnent of this
nature, the board of directors should carefully analyze the need for the
property and its potential inpact on the credit union's earnings and overall
financial condition. If real property is purchased for future expansion, it
should be at least partially utilized within a reasonable period, unless
ot herwi se approved by NCUA

The purchase of land and a building is subject to the requirenents and
l[imtations set forth in Section 701.36 of NCUA Rules and Regul ations and the
instructions outlined in the Accounting Manual for Federal Credit Unions.

Branch O fices

The board of directors may establish one or nore branch offices in order to
serve outlying nmenbers nore effectively. Internal controls should be
instituted; recordkeeping at the branch should be part of the centralized
accounting system and a communi cati on system shoul d be mai ntai ned between the
of fi ces.

Ofice Facilities on Mlitary Installations

A federal credit wunion that has an office on a Departnent of Defense
installation nmay have the option of using available space or constructing its

owmn facilities. Authority for this activity is set out in Departnment of
Defense Directive 1000.10, dated Decenber 23, 1981. Instructions for the
prescribed procedure will be found in the Accounting Manual for Federal Credit
Uni ons.

Credit Union Service Contracts

A federal credit union may enter into a contract with one or nore other credit
unions or other organizations for the purpose of jointly owning, sharing,
buyi ng, selling, renting, or leasing fixed assets or engaging in credit union
services or activities. For instructions and requirements concerning the
terns of the contract, refer to Section 701.26 of NCUA Rules and Regul ati ons
and the Accounting Manual for Federal Credit Unions.

Accounting System

The essential purpose of an accounting systemis to provide a federal credit
union's managenment with the conplete and accurate financial information it
needs to conduct sound and effective operations. The financial statenents
produced by the system are used by managenent to account to the nenbers,
creditors, and NCUA
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Section 2000 of the Accounting Manual for Federal Credit Unionsspells out the
prescribed accounting principles and standards that nust be followed by
federal credit unions. Adherence to these principles and standards will
assure conpliance with the full and fair disclosure provisions of Section
702.3 of NCUA Rules and Regul ations, as discussed in NCUA Interpretive Ruling
and Policy Statenent No. 81-8, dated May 28, 1982.

The remai nder of the accounting manual presents information, guidelines, and
recomrended procedures and practices for federal credit union officials and
enpl oyees.

Enpl oyee Taxes

A federal credit union that pays salaries to one or nore enpl oyees is subject
to the provisions of law relating to withholding, remtting, and paying
federal, state, and | ocal taxes. These are:

a. Federal incone tax.

b. State and | ocal incone taxes.

c. Social Security tax.

d. Federal unenpl oynent conpensation tax.
e. State unenpl oyment conpensation tax.

The Accounting Mnual for Federal Credit Unions explains the taxes and the
accounting procedures to be followed. It indicates, in addition, the federa

and state agencies from which instructions and forns may be obtained. The
Internal Revenue Service's Circular E, Enployer's Tax Guide, obtai nable from
the local district director, will be of particul ar assistance.

Wor ker' s Conpensati on

Many states require enployers to carry worker's conpensation insurance
coveri ng enpl oyees agai nst loss of earnings if injured on the job. The credit
union should get in touch with the appropriate state agency for information
and instructions.

Surety Bond and I nsurance Cover age

A federal credit union is required to obtain adequate surety bond coverage to
protect it fromdirect |osses resulting from di shonest and fraudul ent acts of
officials and enployees and from | osses such a theft and hol dup caused by
persons outside the «credit union. Section 701.20 of NCUA Rules and
Regul ati ons prescribes the required m ninmm coverage and provides that the
board of directors nust review and determne the adequacy of the credit
union's bond protection at |east annually.

The board of directors also has the inportant responsibility of securing other
insurance to protect the credit union's interest including fire,
conprehensive, liability, and autonobile insurance. Refer to the Account i ng
Manual for Federal Credit Unions for a full discussion of surety bond and

i nsurance cover age.
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Records Preservation Program

A federal credit union is required to establish a records preservation program
for the off-site storage of duplicate vital records which can be used for
reconstruction purposes in the event of a catastrophe. The m ni mum
requi renents are prescribed in Part 749 of NCUA Rul es and Regul ati ons.

Security Program

Each federal credit union is required to institute a witten security program
in accordance with Part 748 of NCUA Rules and Regulations to protect the
credit union from robberies, burglaries, larcenies, and enbezzlenents and to
assist in the identification persons who commt such crines. Prescri bed
security procedures and devices are discussed in the Accounting Mnual for

Federal Credit Unions.
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PART V
Managenent

The board of directors has responsibility for directing and controlling the
affairs of the credit union and providing effective and efficient nanagenent
of the credit union's operations.

Polici es and Procedures

To carry out its responsibilities, the board should set realistic policies
that are carefully designed to enable the credit union to function in a way
that best serves the interests and needs of the nenbership. Conpr ehensi ve
policies provide direction and instruction for officers, enployees, and
committees del egated the responsibility for inplenenting them

The board should establish witten policies that are: (1) firm and clear in
purpose; (2) consistent with the credit union's objectives; (3) in conpliance
with the Federal Credit Union Act, NCUA Rules and Regul ations, the byl aws, and
ot her applicable |aws and regul ations; (4) in accordance with the needs of the
nmenber shi p; and (5) in keeping with sound business practi ces.

Policymaking is a continuing responsibility and policies should be revi ewed,
eval uated, and adjusted periodically in order to realize maxi nrum value and
benefits for the credit union

Policy Statenments and Control Records

A policy statement should be recorded in the mnutes of the meeting at which
the board acted and should be issued to all affected persons and conmttees.
The board should maintain a "Policy Control Record" in the mnute book,
descri bing the policy and showi ng the date of adoption

Pr ogr am Managenent

Ohce policies and procedures are established, the board of directors is
responsible for their inplementation. The board shoul d determ ne that:

a. The persons responsible for carrying out the policies and procedures are
aware of their intent and the results to be acconpli shed.

b. Each policy statement includes a periodic reporting or feed -back system
so that the board nay eval uate and change those parts of a policy which are
not achi eving the intended results.

C. Coordi nation exists among the individuals assigned to inplenent the
pol i cies and procedures.

To achieve the desired results in directing the credit union's program the
board should practice three basic principles of good managenent: pl anni ng,
organi zi ng, and controlling.

Pl anni ng

Planning is the systenatic arrangenment of all the factors required to achieve
the goals and objectives of the credit union's program During the planning
phase, the board shoul d deci de:

a. Wiuat is the objective?
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b. Wat is the programs purpose?

c. Wen will the programstart and when will it end?
d. Wi wll inplenment the progran?

e. |s the program af f or dabl e?

Organi zi ng

O ganizing is the grouping of activities and individuals in the best possible
rel ati onships so that the planned work can be acconplished effectively and
econonmcally. After the planning process has been established, the board of
directors should nobilize, organize, and direct the staff and nenbers who wil

i mpl ement the plans. The board should keep all involved individuals informed
of the program s status.

Controlling

The board should control the activities and special assignments given so that
it my readily determne if the programplans are being foll owed according to
establ i shed policies and procedures.

Ef fective and continual programcontrol by the board hel ps to:

a. Prevent unauthorized actions that can hinder the finan cial growh and
operations of the credit union

b. Keep nenbers inforned of the credit union's progress.

Cc. Predict trends and forecast results.

d. Make information available for evaluating staff performances.
e. Provide data for considering new prograns.

f. Assess effectiveness of prograns in attaining objectives.
Adm ni strative Managenent

Adm ni strative nmnanagenent provides the internal controls necessary for
operating the credit wunion's business effectively, and for detecting and
preventing illegal and unauthorized acts against the credit union. Interna

controls are checks and balances built into policies and procedures. Many
internal controls are required by the Federal Cedit Union Act, while others
are devel oped out of daily experience.

Internal controls prescribed by law, regulation, or sound business practices
i nclude, anong others, giving a statenment of account to each nenber show ng
the record of the nenber's transactions with the credit union, and obtaining
evi dence from each borrower showi ng the recei pt of funds for a | oan

Internal controls may be nmolded into the credit union's operating procedures
by: (1) dividing duties so that no one person has sole control over any
transaction and its recording; (2) establishing the flow of work so that one
enpl oyee, acting independently, automatically verifies the work of another
wi t hout necessarily duplicating any work already perfornmed; and (3) providing
physi cal and mechanical facilities that support the maxi num|evel of accuracy
and wor k out put .
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To assure sound personnel and operational managenent, the board should, in
addition, provide for witten:

a. Per sonnel policies.

b. Position descriptions for all enpl oyees.

C. Performance eval uations at |east annually of all enpl oyees and top
managenent .

d. Trai ning programfor officials and enpl oyees.

e. Screeni ng process for new enpl oyees.

Est abl i shment and nai ntenance of internal controls in a federal credit union
are the responsibility of the board of directors. However, the supervisory
committee should nake a conplete survey of the internal controls at |east
annual ly.  Any weaknesses discovered by the committee should be reported to
the board and the commttee should follow up to see that the weaknesses are
corrected.

At least five types of internal controls should be utilized by the board of
directors to assure nmaxi mum |l evels of service, growh, and protection for the
nmenbers. They are organization, budgetary, accounting, nethods and
procedures, and internal auditing.

Organi zati on

Effective organization provides for the logical delegation of duties,
responsibilities, and authority, and should be adapted to the size of the
group. The Federal Owedit Wdiion Act and the bylaws establish the basic
organi zation pattern for federal credit unions. As a credit union grows in
size, further divisions of duties and responsibilities becone necessary.

Internal control is attained through such organi zational procedures as:

a. Approval of loan applications by a separate credit conmttee elected by
the nmenbers or appointed by the board, or by a loan officer(s) appointed by
the credit coomttee or the board.

b. The signing and countersigning of checks and notes by a person other
than a di sbursing officer.

C. Approval of nmenbership applications by the board of directors, the
executive conmttee, or the menbership officer, rather than by the paid board
officer, the financial officer, any assistant to the paid board officer or
financial officer, or a |oan officer.

d. Internal audits by a supervisory conm ittee conducted conpletely
i ndependent of any official or enployee.

e. Mai nt enance, by persons other than those handling the accounting
records, of separate lists of accounts opened and closed for the information
of the directors and supervi sory conmttee.

The bylaws and the Supervisory Conmmittee Quide for Federal Credit Unions

contain other exanples and information by which control is achieved through
or gani zat i on.
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Budget ary

Planning is an essential part of the budgetary process. Managerent shoul d
review economc conditions and all phases of the credit union's operations,
and set long-range objectives and short-term goals. Alternative plans to

achi eve these objectives and goal s shoul d al so be desi gned.

Actual budgeting is only one step in budgetary control, however. The final
and most inportant steps are neasuring results against the budget, seeking
expl anations for variance, and determning that any necessary adjustnents are
nade.

Account i ng

Accounting control is concerned with the day-to-day functioning of the credit
union office; the proper methods for handling nenbers' transactions and
recording them on the books and records; the receipt and disbursenent of
funds; and the preparation of financial statenents which reflect financial
position and the results of operation.

A properly designed accounting system achieves internal checks. It provides
the board with data about the actual operations and indicates whether or not
the credit union is being managed in accordance with the procedures and
policies established by the board. The accounting principles and standards
section of the Accounting Mnual for Federal Credit Unions sets forth the
standards by whi ch accounting operations can be eval uat ed.

Met hods and Procedures
Met hods and procedures should be set up to assure that the business of the
credit union will be carried on in an orderly manner.

When net hod and procedure controls are established, certain principles should
be adhered to: (1) responsibility should be fixed; (2) no one person should
handle a transaction from beginning to end; (3) enployees who receive and
di sburse cash should not post to menbers' |edgers nor reconcile the bank
statenment with the cash account; (4) control devices on office equipnent
shoul d be used to the maxi mum and (5) all enpl oyees, including the financial
officer or managenent official, should be required to take a vacation at | east
once each year.

It is realized that a small credit union with only one or two experienced
enpl oyees may face difficulty in following principles (2) and (3). Possibly
sone of the nonth-end work, which provides a check and control over the daily
work, could be done by the board officers. If this is not possible, the
internal auditing function of the supervisory committee becones especially
important and it would be desirable for the commttee to expand the scope of
its internal audit. An alert credit union nanagenent team continually studies
its methods and procedures in an effort to make them nore efficient,
econonical, and effective in hel ping to reach objecti ves.

Internal Auditing

Internal auditing is the fifth type of internal control. As required by |aw,
the supervisory commttee functions as the internal auditing body of the
credit union.

Al audit and account verification reports are submtted to the board. These
reports assist the board in determning if the other officials and the
enpl oyees are functioning in the manner prescribed by the organizational,
accounting, budgetary, and nethod and procedure controls.
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Each year the supervisory commttee nust perform or cause to perform a
conpr ehensi ve annual audit. In addition, the commttee is responsible for
causing the menbers' accounts to be verified not less frequently than once
every 2 years.

The Supervisory Committee CCuide for Federal Credit Unions discusses the
audi ting and account verification procedures to be performed by the comittee.
The board of directors or the conmttee may not reduce the m ni num standards
set forth in the guide. However, additional audits or suppl enmental procedures
may be instituted by the board or the committee.

By properly carrying out its responsibilities, the supervisory comittee will
help deter fraud, error, careless action, and wllful violation of |aw
regul ations, and policy. Athough all fraud and error cannot be prevented,
menber ship and general public relation problens will be kept to a m ni mum when
irregularities are detected early. A so, the financial officer or managenent
official and the enployees will normally nake a greater effort to keep the
records in proper order if they know the supervisory comittee wll quickly
detect carel ess action.

Fi nanci al Managenent

Effective financial nanagenent is the basis for meeting sound financial

obj ecti ves. By properly utilizing credit union resources, good managenent
bal ances the extension of credit union services with the achi evenent of safe
and sound operations. It provides for a fair return to nmenbers in the form of

wel | - desi gned services and reasonabl e dividends. At the sane tine, it allows
for continued gromth of the credit union and enhances and protects nenbers'
equity.

Fi nancial rmanagenent enbraces a nunber of credit wunion prograns. O
particul ar significance are the follow ng:

Share Program  Share and share certificate accounts are the primary source
of credit wunion funds. Meeting the nenbers' thrift needs is a mgjor
consi deration when share policies are established. The officials nust also,
however, weigh the cost of funds and natch shares with assets of simlar
maturities. For exanple, if a credit union's assets are nostly in long-term
| oans, share policies should strive to offer share accounts and share
certificate accounts wth extended maturity and restricted wthdrawal
features. On the other hand, if a credit union's assets are nostly in short-
termloans, the officials mght offer just regular share accounts and short-
termshare certificates.

Real i stic dividend policies should al so be established. Wen setting dividend
rates, the board should carefully consider the credit union's funding needs

and market conditions. In the interest of sound financial managenment, the
board should avoid increasing dividends in order to achieve rapid share
grow h. Such growth often results in excess liquidity which in turn can

adversely affect earnings.

The board's recorded policies should set dividend periods, the dates when
share purchases begi n earning dividends, applicable penalties, and nethods of
conputation for respective types of accounts.

Lending Program A sound lending programis central to the achievenrent of a
credit union's purpose. It enables a credit union to neet nenbers' needs
while at the sane time achieving the board s financial objectives. A
realistic approach should be taken in balancing menbers' needs with credit
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uni on resources. The program should take into account a credit union's share
structure and funds flow, its short- and |ong-range goal s and objectives, and
| ocal economc conditions. Consistent with all of these factors, I|ending
policies should clearly reflect maximumlimts on loans; lintations on |oan
maturities and repaynent terns; acceptable collateral; and interest rates
whi ch are reasonably designed to neet the credit union's inconme needs.

Loan Collections. Collection of loans is a vital part of a |ending program
Effective loan collection contributes to a credit union's ability to sustain
loan services and to nmaintain a sound financial position. The board of
directors should establish <collection policies designed to keep |oan
delinquency to a mninmm Wiile these policies may differ from one credit
union to another, the follow ng characteristics should be evident: pronpt and
accurate delinquent |oan reporting to the board; tinely and consistent foll ow
up actions; utilization of outside collection sources when internal efforts
fail to produce results; and nmaintenance of collection records. Wile |oan
collections may be delegated to a conmttee or staff nenber(s), the board has
the responsibility of exercising close control over the program

I nvestment Program A credit union may at tines have funds in excess of its
needs for loans to nenbers. Investing of surplus funds is provided for by the
Federal Oredit Union Act and a sound investment program should be maintained
by the board of directors. The scope of the programw || depend largely on a
credit union's size and the extent of its surplus funds. |Investnent policies
shoul d be reduced to witing and shoul d address at |east the follow ng:

a. Legality: I nvestments must conply with Sections 107(7), (8), and (15)
of the Act and Part 703 of NCUA Rules and Regul ati ons. The board of directors
is responsible for determning that they do.

b. Safety, Liquidity, and Yield: Sound investnment policies assume a
conservative approach in balancing safety, liquidity, and vyield. In this
connection, liquidity means the ability to respond quickly to anticipated and
unantici pated shifts in the credit union's flow of funds. Very often
investments with greater risks comrand greater vyields. Safety and yield
should be carefully weighed prior to undertaking any investnment that could
result in aloss to the credit union. |If a brokerage firmis used, the board

of directors should satisfy itself as to the reliability and financial
soundness of the firm

C. Diversification: A policy of diversification can be enployed to mnimze
potential investnment |osses. Such a policy is particularly useful for credit
unions that invest in narketable securities. The board's policies should

clearly address diversification and specially note any limtations it nay
pl ace on the types of investnments, quantities, and nmaturities to be purchased.

d. Accountability: Wile the board may delegate specific investmnent
authority to an executive conmmttee, an investnment comittee, or a nanagenent
official, the board remains responsible for controlling the overall investnent
pr ogr am

e. FAS 115 - dassification of Securities: This accounting standard

requires a federal credit union to classify its securities holdings (debt and
equity securities) in one of three categories after assessing its intent and
ability with regards to those hol dings. The classification categories are:
(1) held-to-maturity; (2) available-for-sale and (3) trading. The rel ated
fair value of those securities classified as either avai |l abl e-for-sale or
tradi ng nust be assessed at |east as the end of each dividend period (e.g.,
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monthly, quarterly, semannually, or annually). Sales and transfers out of
the held-to-maturity category should be rare and any such transaction may
raise questions about the appropriateness of the designation of other
securities as held-to-maturity. Accounting Bulletin 94-1 dated Novenber 1994
contains additional information regarding FAS 115.

NCUA Interpretive Ruling and Policy Statenent No. 92-1, dated June 1992,
provi des gui dance regardi ng the selection of securities dealers, the avoi dance
of unsound investnent policies and practices, and the criteria for nortgage
derivative products. The board of directors is urged to beconme famliar with
and carry out the provisions of the statement.

Additional information about federal credit union investnents and related
accounting procedures may be found in NCUA Letters to Oedit Unions. CQurrent
i nvestment informati on may al so be obtai ned by using NCUA' s | nvestnent Hotline
toll free at (800) 755-5999.

Bor r owi ng

Borrowing is a means by which a credit union obtains additional funds on a
tenporary basis. Properly planned, borrowing can stinulate growh, help neet
financi al objectives through a period of tight noney, and satisfy seasonal or
other tenporary needs. It should not be a substitute for an effective thrift
pronmoti on program or a stop-gap attenpt to replenish funds. The board nay
del egate borrowing authority to the executive committee, financial officer, or
general nmnanager, but renains responsible for all borrowing by the credit
uni on. It should establish borrowing policies which include the conditions
under which borrowing nmay occur; the anmount that may be borrowed under each
condition;, the interest that nay be paid on the borrowed funds; and the
repaynment terns that will apply. The board' s borrowi ng and repayment plans
should be coordinated with all other aspects of financial nanagenent. For
legal limtations on borrowing activity by a federal credit union, see Section
107(9) of the Act and Section 701.38 of NCUA Rul es and Regul ati ons.

Capi t al

Capital is the accumulation of earnings from prior accounting periods. It
consists of the Regular Reserve, the Allowance for Loan Losses, Undivided
Earnings, and other reserves. Wth the exception of the A lowance for Loan
Losses, capital represents the nenbers' equity in the credit union. For
regul atory purposes, the A lowance for Loan Losses is considered part of the
Regul ar Reserve. The all owance serves as a segregation of the Regul ar Reserve
for neeting the "full and fair" disclosure requirements of Section 702.3 of
NCUA Rules and Regul ati ons. Section 116 of the Act and Part 702 of the
regul ati ons prescribe the required standards for proper maintenance of regul ar

reserves and the A lowance for Loan Losses. The credit union's capital
position should be sufficient to neet conpetitive pressure and adverse
econonmic conditions as they arise. It should enhance the safety of the

menbers' shares and keep pace with growth in credit union assets.

Funds Managenent

Also referred to as asset/liability nanagenent, funds nmnanagenent is the
continuing arrangenent and rearrangenment of both sides of a credit union's
bal ance sheet to obtain reasonable profits and provide for adequate liquidity
and safety. It focuses on short-run adjustnents of assets and liabilities to
conpensate for variations in the flow of funds. In the long run, a credit
union's success depends on reconciling the different elenents involved in
obtai ning and using funds. Since a credit union must have sufficient |iquid
assets to nmeet |oan demand and share withdrawal s, a funds managenent program
is vital irrespective of the credit union's size.
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The basis for applying funds nanagenent strategy is a thorough know edge of
the makeup of a credit union's field of nenmbership; the nature of its assets
and liabilities; and the economic and conpetitive environnent in which it
oper at es. Funds nanagenent techniques should be applied with a full
understanding of the characteristics of the individual credit union. The
following are considered essential elenments of an effective funds managenent
program (1) regular evaluation of the credit union's asset and liability
structure; (2) regular assessnent of asset yields and liability costs; (3)
adequate planning for current and future liquidity needs; and (4) an on-going
determ nation that policies are sufficient to efficiently structure assets and
liabilities in order to meet changi ng econom c conditions.

A necessary ingredient for sound financial nanagenent is a workabl e managenent
informati on system Reports containing basic financial infornmation should be
prepared and reviewed on a regul ar basis. Report formats and content will
vary from one credit union to another, depending on the characteristics of
each and its funds nanagement nethods. The reports shoul d, however, contain
at least the followi ng infornation:

a. Budget ary projections of incone, expenses, and profitability.
b. Asset yields and liability costs.

C. Liquidity needs and sources of funds available to neet those needs,
including the remaining maturities of all assets and liability accounts.

d. Econom ¢ and conpetitive conditions in the credit union's narket area.

For nmore informati on about funds managenent, see the Accounti ng Manual for
Federal Credit Unions.

Fi nanci al Performance Report (FPR)

NCUA s Financial Performance Report (FPR) provides a long-term picture of the
credit union's financial trends and operating results. This data can be used
by the board of directors to identify key trends, analyze past performance,
and set future goals.

FPRs are conputer-generated reports prepared from data that the credit union
has submtted to NCUA for the previous 5 years. Data is updated tw ce each
year (June and Decenber) from the Call Report (NCUA 5300) for all credit
uni ons, and quarterly (March, June, Septenber, and Decenber) for credit unions

over $50 mllion in assets. Data is presented in the form of ratios,
statistics, and dollar anounts. FPRs also portray the credit wunion in
relation to a credit union peer group of simlar asset size. This is

acconpl i shed through utilization of peer averages and percentile rankings.

A nore detail ed di scussion of the FPR can be found in the User's Guide for
NCUA' s Fi nanci al Performance Report F-P-R(NCUA 8008).
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Part Vi
NCUA Funds and Prograns

Nati onal Credit Union Share | nsurance Fund

The National Oedit Union Share Insurance Fund (NCUSIF) was established by
Congress in Cctober 1970 for the purpose of insuring share deposits in nenber
credit unions. Unlike the Federal Deposit Insurance Corporation (FD C, the
NCUSI F was | aunched without the benefit of appropriated or taxpayer nonies.
The Fund, an arm of NCUA, is managed under the direction of the three-person
NCUA Board, and is audited annually by an independent accounting firm

Share deposits in federally insured credit unions are insured up to $100, 000,
an anount equal to the insurance protection offered by the FDIC  Cenerally,
if a credit union nmenber has nore than one account in the same insured credit
uni on, those accounts are added together and insured up to $100,000. However,
there are exceptions to this rule. NCUA Publication 8046, Your Insured Funds,
explains the various types of menber accounts and the insurance coverage
afforded on each account, and answers questions nost frequently asked about
the Fund. Credit unions which are insured by the NCUSIF are required to
display the official blue and white NCUA i nsurance sign at the teller w ndows.
Al federal credit unions must be insured by the NCUSIF. No federally insured
credit union nay terminate its insurance without the witten approval of the
NCUA Board and an affirmative vote by a najority of the menbers. Sections 205
and 206 of the Federal Cedit Union Act and Part 708 of NCUA Rules and
Regul ati ons spell out the exact steps to be taken.

The NCUSIF is funded through its nenber credit unions. Federal ly insured
credit unions are required to maintain in the Fund a deposit equal to 1% of

their insured shares. This deposit is carried as an asset on the credit
union's financial statements and may earn a dividend if the Fund exceeds its
normal operating level ratio of 1.30% during the insurance year. In addition

to the deposit, an annual insurance premum equal to 1/12th of 1% may be
assessed. Mnies collected fromcredit unions are primarily invested in U S.
Treasury securities and the income earned is used to offset all admnistrative
and insurance costs of the Fund. Any renaining income after paynment of these
costs is allocated to Fund equity to maintain the operating level ratio at or
close to the 1.30%range.

The Federal Oredit Union Act al so authorizes the NCUSIF to grant assistance to
problem credit unions in order to avoid involuntary |iquidation. Under
Section 208 of the Act, the NCUSIF nay make | oans to, purchase assets of, or
establ i sh accounts in such insured credit unions.

For further information about the NCUSIF, refer to Title Il of the Act, Parts
740, 741, and 745 of NCUA Rul es and Regul ations, and the Accounti ng Manual for
Federal Credit Unions.

Central Liquidity Facility

Congress has created the Central Liquidity Facility (CLF) within NCUA to
i mprove general financial stability by providing credit unions with a source
of loans to neet their liquidity needs such as banks and savings and | oan
associ ations have available to them through the Federal Reserve System and
Federal Hone Loan Banks. This works to encourage savings, support consuner
and nortgage | ending, and provide basic financial resources to all segnents of
t he econony.
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The CLF provides |loans to neet unexpected share outfl ows, seasonal needs, and
needs arising from emergencies such as strikes, plant closings, and |ocal or
national economc difficulties, when funds nay not be available from other

sources. It is not necessary to show that a | oan has been rejected el sewhere,
nor will the credit union have to liquidate investnents. The credit union
must not be insolvent or failing and nust be creditworthy. The CLF is

designed to provide funds for liquidity purposes only, not to expand | endi ng.

A credit union may join the CLF directly as a regular nenber or through a
corporate credit union that is an agent menber of CLF. To beconme a regul ar
menber, a credit union nust invest 1/4 of 1% of its paid-in and uninpaired
capital and surplus in the CLF. An additional 1/4 of 1%is on call and nust
be kept in liquid form There is no capital subscription requirenent for
menber ship through an agent; however, an agent nust neet the investnment and
on-call requirements for each of its menber credit unions and wll probably
require rei nbursement fromthe borrowi ng credit union.

Additional infornation about the CLF may be found in Title 111 of the Federal
Cedit Union Act, Part 725 of NCUA Rules and Regul ations, and the Account i ng
Manual for Federal Credit Unions. A credit union may also call the CLF at
(703) 518-6360 with questions on | oans and nenber shi p.

Conmmuni ty Devel opnment Revol ving Loan Program for Credit Unions

The Community Devel opnent Revol ving Loan Program for Cedit Unions (Part 705
of NCUA Rul es and Regul ati ons) enabl es both federal and state-chartered credit
uni ons meeting certain qualifications to apply for and receive |loans of up to
$300,000 at a low fixed interest rate. Participating credit unions nust serve
a predomnantly | ow i ncome nenber base and provi de basic financial and rel ated
services to the nenmbers in the comunities they serve. Loans received by
participating credit unions from the revolving loan fund nust be matched,
dollar for dollar, by increased shares in the credit union within 1 year of
the approval of the loan application and nmust naintain the increase in the
total amount of share deposits for the duration of the loan. Al |oans nust
be repaid in full within 5 years so that the loan funds may be redistributed
to other participating credit unions.

Onbudsman Program

The duties and responsibilities of the Oibudsman (NCUA enpl oyee appoi nted by
the Chairman and not in a program position) are to receive, review, and
investigate external conplaints of a regulatory nature unresolved at the
operational level. Solutions will be recomrended, however, the onbudsman does
not have independent decision making authority. Correspondence should be
addressed to the Onbudsman, National Cedit Udiion Admnistration, 1775 Duke
Street, Alexandria, VA 22314-3428.
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Part VII
QO her Laws Affecting Federal Credit Unions

This part of the Handbook briefly discusses the |laws and regul ati ons other
than the Federal Oedit Union Act and NCUA Rul es and Regul ati ons whi ch contain
requirenents that may affect the day-to-day operations of federal credit
unions. The officials of a federal credit union have the responsibility of
being aware of the provisions of these |laws and regul ations and determ ni ng
that the credit union conplies.

Consuner Laws and Regul ati ons

Truth in Savings Act

This Act requires all credit unions to disclose fees, dividend (or interest,
if applicable) rates and other terns concerning accounts to nmenbers or
potential nenbers before they open accounts. The law also requires that
periodic statenents be provided to nmenbers and include information about fees
i nposed, dividends (or interest, where applicable) earned and the annua
percentage yield earned on those statenments. Limtations on the nethods used
by credit unions to determne the bal ance on which dividends are cal cul ated
and rules dealing with advertisements for accounts are also included in the
| aw.

Truth in Lending Act, Regulation Z
The purpose of this regulation is to pronote the informed use of consuner

credit by requiring disclosures about its terns and conditions. The
regul ation requires very specific infornation to be disclosed for both open-
end and closed-end |oan plans. Cedit unions that do not conply nay be
subject to civil liability as provided for by Section 130 of the Truth in
Lendi ng Act. This regulation is applicable only to extensions of consumer
credit, i.e., credit offered primarily for personal, famly, or household
pur poses.

Equal Credit Cpportunity Act, Regulation B

Under this regulation, no creditor may discrimnate on a prohibited basis in
any aspect of a credit transaction. The prohibited bases are: race, color,
religion, national origin, sex, marital status, age, receipt of income from
any public assistance program or good faith exercise of rights under the
Consuner Oedit Protection Act. The regul ati on addresses what information may
be requested on |oan applications, how it rmay be considered, and the content
of notices required to be given following the action taken on |oan
applications. As with the Truth in Lending Act, the Equal Cedit Cpportunity
Act contains a civil liability provision to protect the consuner against
nonconpl i ance by the credit union

El ectronic Fund Transfer Act, Regulation E

This regulation affords protection to nenbers whose share accounts may be
accessed through the use of an electronic termnal, telephone, or conputer or
magnetic tape, wthout the use of any paper instrunent to initiate the
transaction. The regulation requires disclosure of the terns and conditions
applicable to such activity as well as docunmentation of such transfers and
procedures for resolving errors within a specific tine frarme.
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Preservation of Consuners' O ains and Defenses Rul e

This Federal Trade Conmission rule, better known as the "Hol der in Due Course"
rule, is intended to prevent sellers and creditors from unjustly separating
the consuner's responsibility to pay for goods and services fromthe seller's
obligation to deliver marketable goods or otherwi se performits obligations.
It applies when the credit union is both the seller and the lender, as in the
case of repossessed property sold to a menber and financed by the credit
union, as well as when the credit union has a formal or informal business
arrangenent with the seller to offer the financing on its merchandi se.

Fair Credit Reporting Act

Cedit unions are subject to the requirenents of this Act when information
obtained from a consumer reporting agency contributes to the denial of the
applicant's loan request. The nanme and address of the reporting agency nust
be disclosed. Wien information obtained froma source other than a consuner
reporting agency is used, the applicant nust be told of the right to request,
inwiting, the nature of the information.

Real Estate Settlenent Procedures Act (RESPA), Regulation X

To protect consuners, this regulation requires that hone buyers be provided
with certain specific information relating to financing and settlement costs
of residential real estate transactions within 3 business days of submtting a
nortgage | oan application and at the tinme of settlenent.

Fair Debt Collection Practices Act

A credit union is subject to this Act only if it regularly collects consuner
debts on behal f of another party, with some exceptions. Various collection
practices are prohibited such as harassment, intimdation, threats, and
hum | i ati on. If a credit union nerely collects its own debts, in its own
name, conpliance with this Act is not required. However, it is recomrended
that the credit union avoid those practices prohibited under the Fair Debt
Col | ection Practices Act.

Hone Mortgage Disclosure Act, Regulation C
This Act requires credit unions to disclose publicly where their nortgage

| oans have been granted. |Its purpose is to prevent |enders fromruling out or
"redlining" certain residential areas of a city as ineligible for nortgage
credit. It does not prohibit the creditor from determning the value of the

collateral in relationship to the amount of credit requested.
O her Laws and Regul ati ons

Bank Bribery Amendnents Act

As required by the Bank Bribery Amendments Act, NCUA has established
guidelines to assist the officials of federally insured credit unions in
complying with that law Consistent with the intent of the Act, to proscribe
corrupt activity in credit unions, the guidelines prohibit any enployee,
officer, director, commttee nenber, agent, or attorney from

a. Soliciting for thenselves or a third party (other than the credit union)
anything of value from anyone in return for any business, service, or
confidential information of the credit union.

b. Accepting anything of value (other than bona fide salaries and fees)

from anyone in connection with the business of the credit union either before
or after a transaction is discussed or consumrat ed.
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The guidelines encourage all federally insured credit unions to adopt witten
codes of conduct or policies explaining the prohibitions in the law  These
codes or policies can desirably be included with those dealing with other
areas of conduct such as conflicts of interest, discussed in Part VIII.

Credit unions are urged to review NCUA Interpretative Ruling and Policy
Statenment No. 87-1, dated Cctober 16, 1987, for a full discussion of the
prohi bi ti ons and gui del i nes.

Currency and Foreign Transactions Act

The purpose of the Currency and Forei gn Transactions Act (Bank Secrecy Act) is
to require certain recordkeeping and reporting which are useful in crimnal
tax or regulatory investigations or proceedings. Cenerally, the Act and
United States Treasury's inplementing regulations require a credit union to
maintain certain records and to file certain reports with the Internal Revenue
Service or U S. Custons Service.

As directed by Congress in the Anti-Drug Abuse Act of 1986, NCUA has adopted a
regul ati on, Section 748.2, requiring federally insured credit unions to set up
prograns for conpliance with the recordkeeping and reporting obligations of
the Qurrency and Foreign Transactions Act and Departnent of Treasury
regulation 31 CF.R Part 103. 1In its Letter to Oredit Unions No. 90, dated
May 19, 1987, NCUA has spelled out guidelines to assist credit unions in
complying with the requirenents of its regulations. That letter also
summarizes the recordkeeping and reporting requirements of the Treasury
regul ati on.

Internal Revenue Service Publication 1148 provides additional information and
may be obtained with the required report forns from any Internal Revenue
Service Ofice. NCUA advises all federal credit unions to consult |egal
counsel regarding conpliance.

Right to Financial Privacy Act

The R ght to Financial Privacy Act protects the personal financial privacy of
federal credit wunion nenbers by restricting access to a credit wunion's
fi nanci al records concerning its menbers.

The Act sets forth the conditions that nust be nmet before a credit union nmay
grant access to or provide copies of financial records of a nmenber to a
governnent authority. In nost cases, the «credit wunion nust obtain
authorization from the nenber or secure from the governnent authority a
subpoena or summons, a search warrant, a judicial subpoena, or a fornal
witten request.

Under the Act, a credit union nay disclose to a governnent authority that it
has information relevant to a possible violation of any statute or regul ation,
giving only identifying information and the nature of any suspected illegal
activity. The Act provides that the credit union or any official, enployee,
or agent is not liable to the menber for making such disclosure or failing to
notify the nenber thereof.

The provisions of the Rght to Financial Privacy Act should be reviewed in
detail before any disclosure is nmade.

Sol diers' and Sailors' Gvil Relief Act

Since persons entering mlitary service sonetimes do so at greatly reduced
i ncore, they may be unable to neet the terns of obligations they nmade while in
civilian life. The Soldiers' and Sailors' Qvil Relief Act provides
protection during the period of reduced incorme. The Act does not cancel
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obligations but nerely gives to those in mlitary service who are financially
unable to pay, protection against legal action to repossess collateral or
force paynment of an obligation

The Act applies only to | oans made prior to entering the service. It does not
prevent a credit union from accepting |oan paynments or from continuing |oan
collection efforts short of |egal steps.

The Act should be consulted for its application to the operation of a credit
uni on. If any legal action against a borrower in mlitary service is felt
justified and necessary, the advice of |ocal counsel should be obtained.

Fai r Housi ng Act

The Fair Housing Act prohibits a credit union fromdenying a nortgage or hone
i mprovenent | oan to any menber for reasons of race, color, religion, sex, or
national origin. Requirenments and guidelines are set forth in Part 701.31 of
NCUA Rul es and Regul ati ons.

Privacy Act
The Privacy Act protects individual privacy. The Act applies to the Federa
CGovernnent's col | ecti on, mai nt enance, and use of i nfornati on about
i ndi vi dual s.

The Privacy Act nmay affect those federal credit unions whose sponsors are
federal agencies or instrunmentalities, but only in a limted way. Wile a
federal agency (with the exception of agencies like the A nmay routinely
rel ease the name, position, title, base pay, GS level, and duty station of an
enpl oyee, the federal credit union may need to obtain its nenber's consent if
it wants to secure additional information from the agency, for exanple, in
connection with determ ning a | oan applicant's creditworthiness.

Governnent Securities Act of 1986

The CGovernment Securities Act and its inplementing regulations pertain to the
following activities and duties of brokers and dealers in government
securities: financial responsibility, protection of investor securities and
funds, recordkeeping, and reporting and audit. The regulations also apply to
the custody of government securities held by depository institutions. The Act
does not significantly affect credit unions. However, credit unions that: (1)
engage in reverse repurchase transactions in which they retain custody of
securities subject to the repurchase transaction, or (2) offer nenbers self-
directed IRA plans in which the credit union wll hold any securities
purchased by the mnenber, should consult the applicable provisions of the
i npl erenti ng regul ati ons.

Abandoned Property Laws

Many states have laws requiring the transfer of inactive deposit accounts to
the respective state. The credit union should consult the appropriate state
agency regardi ng requi rements and procedures.

Federal El ection Canpai gn Act

The Federal H ection Canpaign Act prohibits federally chartered corporations
(including federal credit unions) from contributing to political canpaigns
However, the Federal H ection Comm ssion Rules and Regul ations permt a trade
association to solicit froma credit union's nenbers if:

a. The credit union has separately and specifically approved the
solicitation; and
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b. The credit union has not approved a solicitation by any other trade
associ ation during the cal endar year.

If these conditions are met, a federal credit union nay dissennate to its
menbers political information prepared by the trade association.

Federal credit unions nmay not nake share withdrawals for nenbers for paynents
to a third party as political contributions. Doing so would constitute a
donation of time and resources by the credit union and is prohibited.

Management O ficial Interlocks

Under the Depository Institution Managenent Interlocks Act, a managenent
official of a depository institution or depository holding conpany is
prohibited from also serving as a managenment official of another depository
institution or depository holding conpany if the two organizations are not
affiliated and are very large or located in the sane local area. Part 711 of
NCUA Rules and Regulations discusses the prohibitions as they apply to
federally insured credit unions.

Regul ation G

A credit union that grants |oans secured by margin securities is subject to
the provisions of Regulation G The requirenments of the regulation are
di scussed in the Accounting Manual for Federal Credit Unions.

Expedited Funds Availability Act, Regulation CC
Regul ation CC regulates funds availability policies, endorsenent standards,
and collection and return policies on checking, share draft, and other

transaction accounts. It also establishes the date on which dividend credit
must be given on a deposit item Cedit unions offering transaction accounts
to menbers mnust fix and disclose their funds availability policies. The

regul ati on provides specific timetables within which funds deposited in the
credit union nust be nmade available. Al checks and share drafts must also
adhere to a closely defined endorsement method. The placenent and content of
the endorsenent are defined specifically in the regul ation.
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Part VIII
Conflict of Interest

Federal credit union officials and enpl oyees have an obligation to the credit
union that extends beyond assuring that their actions do not violate any
statute or regulation. They are fiduciaries who owe it to the credit union to
act in good faith in the performance of their duties.

In accepting a position as an official or enployee of a federal credit union
an individual should recognize that the interests of the credit union and its
menbers have priority over any personal interest that individual nay have
The position should not be used to gain personal profit or advantage.
Accept ance of a position i nvol ves t he assunption of fiduciary
responsibilities, sone of which are set forth in the Federal Gredit Union Act,
NCUA Rules and Regul ations, Federal Cedit Union Bylaws, and state |aws;
others, such as the duty to exercise due care and diligence, stemfrom conmon
| aw.

Article XIX, Section 4 of the bylaws provides that no official, enployee, or
agent may in any way act on any matter affecting that person's nonetary
interest or that of an entity in which she or he is interested.

NCUA Rules and Regul ations prescribe the following prohibitions with respect
to conflicts of interest.

Section 701.21(c)(8)

A loan may not be made or line of credit extended if, either directly or
indirectly, any comm ssion, fee, or other conpensation is to be received by an
official, senior managenent enployee, loan officer, or any immediate famly
menber of such individual, in connection wth underwiting, insuring
servicing, or collecting the loan or line of credit.

Section 701.21(d) (5)

An official, imediate famly nmenber, or other person having a comron
ownership, investnent, or other pecuniary interest in a business enterprise
with an official or inmrediate famly nenber may not obtain a loan or line of
credit with preferential rates, ternms, or conditions, or act as guarantor or
endor ser thereon

Section 701.21(h) (4)

A federal credit union may not make nenber business loans to the follow ng
nonvol unteer senior nanagenent enployees or to any associated nmenber or
i mredi ate fam |y menber of such enpl oyees:

a. Any menber of the board of directors conpensated as an officer.
b. Chi ef executive officer (typically president or treasurer/manager).
c Any assistant chief executive officer (e.g., assistant president, vice

p}esident, or assistant treasurer/ manager).
d. Chief financial officer (conptroller).
Section 701.27(d) (6)
When a federal credit union has invested in or nmade loans to a credit union

service organization, the credit wunion's officials, senior managenent
enpl oyees, or their imediate famly nenbers may not receive any salary,
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comm ssion, investment income, or other conpensation from the organization
either directly or indirectly, or any person being served through the
or gani zat i on. The official or senior managenent enployee may assist in
operating the organization if conpensation is not involved; the organization
may, however, reinburse the credit wunion for services provided by the
i ndi vi dual .

Section 701. 36(e)

A federal credit union may not buy or |ease premses (with the exception of an
informal | ease maturing in less than a year) fromany of the follow ng w thout
the prior witten approval of NCUA

a. An official or senior managenent enployee or imediate famly menber of
such person.

b. A corporation in which any of the above-nanmed persons is an officer or
director or has a stock interest of 10 percent or nore.

C. A partnership in which any of the above-named persons is a general
partner or alimted partner with an interest of 10 percent or nore.

Section 703.5(1)

A federal credit union's officials, senior managenent enployees, or their
imrediate famly nenbers may not receive any paynment in connection with the
maki ng of an investnent or deposit.

Section 721.2(c)

A federal credit union's officials, senior managenent enployees, or their
imrediate famly menbers may not receive any direct or indirect conpensation
or benefit in connection with the credit union's insurance or group purchasing
activities.

The prohibitions in Sections 701.27(d)(6), 701.36(e), 703.5(1), and 721.2(c)
apply to any enployee not otherwise covered in the regulations unless the
board of directors determines that no conflict of interest is involved in the
respecti ve cases. Wiere prohibitions are not specifically stated regarding
transactions wth business associates or famly nenbers, officials should
exerci se care that such transactions are conducted at armis length and in the
best interest of the credit union.

A nunber of federal crimnal statutes apply to federally insured credit
unions. Federal credit union officials and enpl oyees have the responsibility
to report suspected crimnal activities to the appropriate |aw enforcenent
agenci es on NCUA Form 2362 (Suspicious Activities Report). See Section 748.1
of NCUA Rul es and Regul ati ons.

The Federal Oedit Union Act gives the board of directors responsibility for
the general direction and control of the credit union. The board thus has the
task of establishing policies and procedures for the conduct of the credit
union's affairs, including the establishment and nonitoring of investnent and
| endi ng policies and appropriate dividend rates.

The board of directors should select conpetent nanagement to carry out
policies and procedures and nonitor its perfornmance. The board should strive
to retain the best qualified personnel at rates nost favorable to the credit
union. Wile the salary and benefits offered to secure conpetent nanagenent
will vary in each case, the directors should avoid contracts which m ght
threaten the safety and soundness of the institution. Bonuses tied to
i ncreases in asset growth or inconme could have such an effect. They create an
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incentive for managenent to act in its own interests rather than those of the
credit union

The supervisory conmmttee shares the board of directors' responsibility for
determ ni ng that nanagenent practices are protecting the nmenbers' assets; that
the board' s policies and procedures are being adm ni stered properly; and that
saf eguards exi st against fraud and conflict of interest.

NCUA encourages boards of directors of federal credit unions to establish
codes of conduct to guide officials and enployees in avoiding conflicts of
interest. Al should shun actions fromwhich they would derive personal gain
from the business of the credit union, other than nornal salaries, benefits,
and perm ssi bl e nonpreferential |oans.
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Part | X
O her Procedures and Suppl enrental | nformation

Mer gers

Mergers of credit unions are usually effected for the purpose of continuing or
i mprovi ng service to nenbers.

A federally insured credit union may nerge with one or nore credit unions
provided they conply with the requirements set forth in Part 708 of NCUA Rul es
and Regul ations and secure the prior approval of NCUA. If one of the credit
unions is state-chartered, the merger must also be authorized by the state
supervisory authority or permtted by state |aw The regulations also
prescribe procedures to be followed if termnation of federal insurance or
conversion of federal insurance to nonfederal insurance are involved.

NCUA publication Credit Union Merger Procedure and Merger Forns, provides
detail ed instructions and contains the required forns.

Conver si ons

A federal credit union may convert to a state-chartered credit union under the
provi sions of Section 125 of the Federal Credit Union Act. |If the conversion
involves termnation of federal insurance or a change from federal insurance
to non-federal insurance, the requirements outlined in Subparts B and C of
Part 708 of NCUA Rul es and Regul ations nust be net.

The Act also provides for conversion of a state-chartered credit union to a
federal credit union and recites the rel evant requirenents.

As pointed out in the Act, the conditions set forth in state law and by the
state supervisor nmust be net in either type of conversion.

Li qui dati on-Vol untary and | nvol untary

Should it becone necessary for a federal credit union to liquidate, the
liquidation is conducted in accordance with the requirenents of Part 709
(involuntary liquidation) or Part 710 (voluntary liquidation) of the NCUA
Rul es and Regul ations. As guidance for the board of directors in nanaging a
voluntary liquidation, the NCUA nanual Vol untary Liquidation Procedure for
I nsured Federal Credit Unionsis provided by the regional director. The major
responsibility of the board is to conduct the liquidation in such a nanner
that the interests of the nmenbers, the insurance fund, and the creditors of
the credit union are safeguarded. |If the board anticipates selling the credit
union's loans but the bids of prospective purchasers wll not provide
sufficient funds to pay off shareholders at par, no sale nay be consummated
without witten approval from NCUA If the credit union becones insolvent
during liquidation, the NCUA Board may either provide assistance under Section
208 of the Federal Oredit Union Act and restore solvency or place the credit
union into involuntary liquidation and pay out the nenbers, depending on the
ci rcunst ances. The sanme alternatives apply when an operating credit union
becones i nsol vent.

Whereas a voluntary liquidation is conducted by a federal credit union's board
of directors and shares are paid to nmenbers fromthe credit union's resources,
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an involuntary liquidation is supervised by NCUA and the nenbers' shares are
paid directly fromthe National Oedit Union Share Insurance Fund up to the
$100, 000 insurance limt. Except in unusual cases, payout from the Fund is
begun pronptly foll owi ng commencenent of involuntary |iquidation.

Credit Union Trade Associ ati ons

Local, state, and national trade associations pronote the interests of the
credit wunion industry. They offer a variety of services to their menbers,
pursue the enactment and pronulgation of, and changes in legislation and
regul ations, and represent credit wunion interests before NCUA state
| egi slatures, and the United States Congress.

The decision to join a trade association and approve expenses incidental to
menbership and participation rests with a federal credit union's board of
directors.

Corporate Credit Unions

The Federal Cedit Union Act authorizes federal credit unions to invest in
shares, deposits, and certificates of corporate credit unions, federally or
state-chartered. A corporate federal credit union is defined in Part 704 of
NCUA Rules and Regulations as one that operates primarily to serve other
credit unions and limts natural person nenbers to the mninmum required by
state or federal lawto charter and operate the credit union.

Corporate credit wunions offer daily-balance share accounts which can earn
di vidends conparable to market rates offered by other financial institutions.
Corporate credit unions also offer a variety of other investnent accounts. In
addi tion, many corporates offer accounts for clearing share drafts and credit
card activity.

Credit Union Service Oganizations

Credit wunion service organizations (CUSGs) are organizations that provide
operational and financial services primarily to credit wunions and the
menbership of affiliated credit unions.

The CUSGs in which federal credit unions may invest or to which they nay make
loans are limted by the Federal Cedit Union Act to providing services
associated with the routine operations of credit unions. The kinds of
services they may offer are specified in the Accounting Mnual for Federal
Credit Unions and Section 701.27(d)(5) of NCUA Rules and Regulations.
Exanpl es are credit card services, automated teller nachine services, and debt

col I ection services.

A federal credit union may, by itself or with other credit unions form invest
in, or make loans to one or nore CUSGs. Investnent is limted to a total of 1
percent of the credit union's paid-in and uninpaired capital and surplus in
the shares, stock, or obligation of the organization(s). Loans may not exceed
1 percent of the credit union's paid-in and uninpaired capital and surplus
(i ndependent of the 1 percent investrment limt).

A CUSO nust be structured as either a corporation or a limted partnership. A
credit union nmust obtain witten |egal advice as whether the CUSOis set up in

a manner that will limt the credit union's potential exposure to no nore than
the loss of funds invested in or loaned to the CUSO  The credit union nust,
in addition, secure witten agreenents that the organization wll follow
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generally accepted accounting principles; render financial statenments and
obtain a certified public accounting audit annually; and provide NCUA wth
conpl ete access to the CUSO s records as deenmed necessary by the NCUA Board in
carrying out its responsibilities under the Federal Oredit Union Act.

Section 701.27 of NCUA Rules and Regulations should be reviewed in detail
before a federal credit union invests in or lends to a CUSQO

Menber's Right to Inspect Credit Union Record

A menber has the right to inspect a federal credit union's books and records,
including the board of directors' ninutes. The inspection must be made in
good faith and for a proper purpose. It can not be to satisfy mere curiosity
or for vexatious purposes.

A proper purpose exists where a menber is trying to deternmne financia
condition of the credit union or ascertain the manner in which the credit
union's business is being conducted. Before making mnutes and records
avai |l abl e, however, the credit union nust delete any confidential naterial
that identifies the transactions of or personal information about other
menbers.

Nati onal Credit Union Adm nistration Publications

The NCUA publications referred to in this Handbook and ot her NCUA publications
may be purchased from NCUA's Admnistrative Ofice at 1775 Duke Street,
Al exandria, VA 22314-3428. The cost of a publication and a copy of a price
list may be obtained by witing that office or calling (703) 518-6340. Many
of NCUA's publications are on our Internet Wb Site at http://ww. ncua. gov.

Singl e copies of new publications and changes are forwarded to all federally
i nsured credit unions.
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| ndex

Abandoned property | aws
Accounting Bulletins, NCUA
Accounting control

Accounting Manual for Federal Cedit Union
(NCUA 8022), discussion of

Accounting system

Adm ni strati ve managenent
Application for menbership
Assi stant executive officer
Assi stant financial officer
Assi st ant nmanagemnent of fici al
Assi stant recordi ng of ficer

Audits, supervisory comittee

Bank Bribery Amendnents Act

Board of directors
El ection
Powers and responsibilities
Meet i ngs
El ecti on, appointnent, and hiring of
officers, conmttee menbers, and
enpl oyees

Borrowi ng by credit union
Branch of fices

Budget ary contr ol
Busi ness | oans

Byl aw Anendnent s and
Qui del i nes, Standard,
Federal Oredit Union (NCUA 8001A)

Byl aws, Federal Credit Union,
di scussi on of
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Feder al

Credit Uni on Handbook

Capital, credit union

Central Liquidity Facility
Charter, federal credit union
Check cashi ng

Commi tt ees, appoi nt nent of

Communi ty Devel opnent Revol vi ng Loan
Programfor Oedit Unions

Conpensation of directors, officers,
comm ttee menbers, and enpl oyees

Conflict of interest

Consuner | aws and regul ati ons
Controlling credit union activities
Conver si ons

Corporate credit unions

Cedit commttee

Credit services

Credit union checks, sale of

Credit union records, nenber's
right to inspect

Credit union service organi zations
Credit union trade associ ations
O edi t wort hi ness

Currency and Forei gn Transactions Act

Direct deposit of federal recurring payments

D vi dends

El ection of directors, officers, and
credit commttee nenbers

El ectronic Fund Transfer Act, Regulation E

D
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Federal Credit Uni on Handbook

Enpl oyee t axes

Enpl oyees, credit union

Equal Credit Qoportunity Act, Regulation B
Escrow account s

Exam nati ons of federal credit unions

Executive officer

Expedited Funds Availability Act, Regulation CC

Expul si on from menber shi p

Fair Oredit Reporting Act
Fair Debt Collection Practices Act
Fai r Housi ng Act

Federal credit union,
definition of

Federal Credit Union Act,
di scussi on of

Federal Oredit Union Standard
Byl aw Anendnent s and CQui del i nes
(NCUA 8001A)

Federal E ection Canpai gn Act

Federal income tax

Federal recurring paynents,
direct deposit of

Fi nanci al Accounting Standard (FAS) 115

Fi nanci al counseling

Fi nanci al managenent

Fi nanci al officer

Fi nanci al Perfornmance Report (FPR) (NCUA 8008)
G

CGovernnent Securities Act of 1986

Q@ oup purchasing activities

Quar ant eed | oans
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Federal Credit Uni on Handbook

Home equity | oans

Home Mortgage Disclosure Act, Regulation C
|

I ncone taxes, federal, state, and | oca

I nsurance activities

| nsurance cover age

I nsured | oans

Internal auditing contro

Internal controls

Interpretive Rulings and
Policy Statenments, NCUA

| nvest ment program

I nvol untary liquidation

Land and bui | di ng

Lendi ng program

Letters to Oredit Unions, NCUA

Line of credit |oans

Li qui dati on, voluntary and invol untary
Loan col | ecti ons

Loan of fi cer

Loans to nenbers

Managenent
Managenent of fici al
Managenent official interlocks

Meet i ngs of menbershi p, board of directors,
and credit committee

Menber busi ness | oans
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Feder al

Credit Uni on Handbook

Menber services

Member's right to inspect credit union records
Menmbership in federal credit unions

Menber ship of ficer

Mer ger s

Met hods and procedures control

Mlitary installations, office facilities on
Money mar ket accounts

Money orders, sale of

National Credit Union Adm nistration,
di scussi on of

National Credit Union Share
| nsurance Fund

NCUA funds and prograns

NCUA Letters, Interpretive Rulings, and
Accounting Bulletins

Nonnenber accounts

Ofice facilities on mlitary
install ations

O fice space, credit union

O ficers, election and conpensation of
Qrbudsman program

Open-end | oans

Qper ational requiremnents

O gani zation chart, federal
credit union

O gani zation of duties, responsibilities,
and authority

O gani zational structure and control
O ganizing credit union activities

QG her credit union services
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Federal Credit Uni on Handbook

G her laws affecting federal credit unions
P

Per f or mance eval uati ons

Per sonnel policies

Pl anni ng

Pol i ci es and procedures

Policy statenments and control records

Position descriptions

Powers of a federal credit union

Preservati on of Consuners'
d ai ns and Defenses Rul e

Privacy Act
Pr ogr am nanagenent
Public unit accounts

Publ i cati ons, NCUA

Real estate | oans

Real Estate Settlement Procedures Act
(RESPA), Regul ation X

Recordi ng of ficer
Records preservati on program
Regul ar reserve

Regul ation B, Equal Oedit
Qoportunity Act

Regul ati on C, Home Mortgage D scl osure Act

Regul ati on CC, Expedited Funds
Availability Act

Regul ati on E, El ectronic Fund
Transfer Act

Regul ation G

Regul ati on X, Real Estate
Settl enent Procedures Act
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Feder al

Credit Uni on Handbook

Regul ation Z, Truth in Lendi ng Act
Reserves

Residential real estate |oans
Retirenment plan accounts

R ght to Financial Privacy Act

Rul es and Regul ati ons, NCUA,
di scussi on of

Saf e deposit box | easing

Screeni ng process for new enpl oyees
Secured | oans

Security program

Service contracts

Service facilities, credit union
Servi ce organi zations, credit union
Services, other credit union

Share accounts

Share certificate accounts

Shar e i nsurance

Shar e program

Social Security tax

Soldiers' and Sailors' Gvil
Rel i ef Act

State and | ocal incone taxes
Supervi sory comittee
Account i ng assi stance
Appoi nt ment
Responsi bilities
Surety bond coverage

Suspi cious Activity Report (SAR
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Feder al

Credit Uni on Handbook

Taxes, enpl oyee

Thrift services

Trade associ ations, credit union

Trai ning programfor officials and enpl oyees
Travel ers checks, sale of

Truth in Lending Act, Regulation Z

Undi vi ded ear ni ngs

Unenpl oynent conpensation tax,
federal and state

U S. Savings Bonds, sale
and redenption of

Unsecur ed | oans

Wility bills, collection of

Verification of nenber accounts
by supervisory committee

Vol untary |iquidation

Vot i ng by nenbership

Wrker's conpensati on
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Federal Credit Union Handbook
National Credit Union Adm nistration
Regi onal O fices
Regi on | (Al bany) Region Il (Capital)

National Credit Union Admnistration
9 Washi ngt on Square

Washi ngt on Avenue Extension

Al bany, NY 12205

(518) 464-4180

Connecti cut New Yor k

Mai ne Rhode 1 sl and
Massachusetts Ver nont

New Hanpshire

Region Il (Atlanta)

National CGredit Union Adm nistration
7000 Central Parkway, Suite 1600

Atl anta, GA 30328

(770) 396-4042

Al abama M ssi ssi ppi

Ar kansas North Carolina
Fl ori da Puerto R co
Ceorgi a South Carolina
Kent ucky Tennessee

Loui si ana Virgin |Islands

Regi on V (Austin)

National Credit Union Admnistration
4807 Spi cewood Springs Road

Sui te 5200

Austin, TX 78759-8490

(512) 349-4500

Ari zona Nor t h Dakot a
Col or ado k|l ahoma

| ona Sout h Dakot a
Kansas Texas

M nnesot a U ah

Nebr aska Wom ng

New Mexi co

National CGredit Union Adm nistration
1775 Duke Street, Suite 4206

Al exandria, VA 22314- 3437

(703) 838-0401

Del awar e New Jer sey
District of Colunbia Pennsylvania
Mar yl and Virginia

Vst Virginia
Regi on 1V ( Chi cago)

National Credit Union Adm nistration
4225 Naperville Road, Suite 125
Lisle, IL 60532

(708) 245-1000

[Ilinois M ssouri
I ndi ana Chio
M chi gan Wsconsin
Regi on VI (Concord)

National Credit Union Adm nistration
2300 d ayton Road

Suite 1350

Concord, CA 94520

(510) 825-6125

Al aska | daho
Aneri can Sanoa Mont ana
California Nevada
Quam O egon
Hawai i Vashi ngt on
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